Persistent fiscal challenges in the United States have spurred greater scrutiny of government spending. States' corrections expenditures, which have nearly quadrupled over the past two decades, are receiving considerable attention.
Introduction
Decades of increasing incarceration and soaring corrections costs have been well documented and are a familiar story to policy makers and the public. Over the past 40 years, the United States has seen a dramatic increase in the use of prisons to combat crime. As a result, incarceration rates have skyrocketed, with the country's state prison population having grown by more than 700 percent since the 1970s. 1 Today, more than 1 in 100 adults are in prison or jail nationwide. 2 This trend has come at great cost to taxpayers. States' corrections spending-including prisons as well as probation and parole-has nearly quadrupled over the past two decades, making it the fastest-growing budget item after Medicaid. 3 Although these numbers are alarming, what is less widely understood is that in some cases, expenditures at corrections departments account for only a portion of the financial obligation a state commits to when it sentences an individual to prison. Existing figures often underestimate the total cost of state prisons-and in some states, the overlooked costs are substantial.
The best available figures sometimes fail to capture the entire cost of prisons because they rely solely on expenditures by state corrections agencies. Although these departments are responsible for the vast majority of prison expenditures, their budgets often do not reflect a full accounting of state spending on imprisonment. Other state agencies pay many costs, including employee health insurance, pension contributions, and inmate hospital care. Consequently, these costs are often overlooked when reporting prison spending. This means that policy makers and other stakeholders are likely to have an incomplete picture of the financial cost of incarceration. This report addresses the existing discrepancies by introducing a methodology to help stakeholders determine the total taxpayer cost of prisons. Drawing on guidance from leading experts in the field, the report identifies the items that must be included to calculate the taxpayer cost of prison accurately, provides the taxpayer cost of incarcerating a sentenced adult offender to state prison in 40 states, and presents a methodology states can use to calculate their total prison costs. The report concludes with recommendations on steps policy makers can take to safely rein in these costs. Fact sheets with additional details about the 40 states that participated in this report are available at www.vera.org/priceofprisons.
Data Collection
In early 2011, staff of the Vera Institute of Justice's Center on Sentencing and
Corrections and Cost-Benefit Analysis Unit developed a survey on prison costs in consultation with advisers in the fields of corrections and public finance, as well as staff at the state departments of corrections in Florida, Illinois, Louisiana, New York, and Washington. 4 Through the initial work with these five departments, Expenditures at corrections departments account for only a portion of states' financial obligations.
COLLATERAL COSTS
This study is an analysis of the direct cost of state prisons to taxpayers. Vera did not attempt to measure every cost that arises as a result of incarceration.
When a person is in prison, taxpayers may incur additional-or indirect-costs, such as the costs of social services, child welfare, and education, for example. For the most part, these indirect costs are borne by government agencies other than the department of corrections.
They are not included in the calculations presented here, however.
Incarcerated men and women also bear economic and social costs associated with prison-as do their families and communities. * As a 2005 study concluded, "Incarceration impacts the life of a family in several important ways: it strains them financially, disrupts parental bonds, separates spouses, places severe stress on the remaining caregivers, leads to a loss of discipline in the household, and to feelings of shame, stigma, and anger." ** Although these costs-typically referred to as collateral costs-are important for policy deliberations, they are not tallied in this report.
Finally, it is important to note that all corrections spending presents an opportunity cost. This simply means that any state resources spent on Vera determined that prison costs outside the corrections budget fall under three categories: (1) costs that are centralized for administrative purposes, such as employee benefits and capital costs; (2) inmate services funded through other agencies, such as education and training programs; and (3) the cost of underfunded pension and retiree health care plans.
In August 2011, analysts distributed a survey to the department of corrections in every state to collect these costs. Corrections departments from 40 states completed and returned the survey, which asked respondents to provide prison expenditures paid by the department of corrections, as well as prison costs paid by other agencies. 5 Data was collected for fiscal year 2010 and includes costs funded by both state and federal revenue. 6 Using publicly available documents, Vera researchers then collected information regarding funding levels for pensions and retiree health care, as well as statewide administrative costs. 7 After using this information to calculate the total prison costs for each state, Vera returned this information to the state for certification.
Through the certification process, respondents reviewed their responses and commented on any concerns they had about Vera's calculations of the cost of underfunded pensions and retiree health care. A detailed description of this process and a copy of the survey tool are provided, respectively, in appendices A and B.
Findings
After calculating the price of prisons using the methodology described above, Vera staff examined the results.
The findings fall into the following categories: (1) the number of prison costs that are outside the corrections budgets; (2) the total taxpayer cost of prisons; and (3) the total taxpayer cost per inmate. Each of these findings is discussed below.
State survey responses revealed considerable variation with
respect to the number of prison costs that fall outside the corrections budget.
PRISON COSTS OUTSIDE THE CORRECTIONS BUDGET
In total, 11 types of prison costs fall outside the corrections budget. State responses also revealed considerable variation with respect to the number of prison costs that are not included in the corrections budget. The 11 cost categories are listed below, along with a brief description of the findings in 40 states. 
Costs budgeted centrally for administrative purposes
Total ( Underfunded contributions for retirement benefits > Underfunded pensions benefit. Twenty-one states did not pay the full cost of the annually required pension contribution for corrections personnel in 2010. States that did not fully fund the contribution necessary to pay for benefits in the long run will need to pay this cost, plus interest, in the future.
> Underfunded retiree health care benefits. Similarly, 30 states did not pay the full cost of retiree health care obligations for corrections employees in 2010. States that did not fully fund the contribution to pay for benefits in the long run will need to pay this cost, plus interest, in the future. Figure 1 shows the number of cost categories that applied to each state in the study. Seven states-Connecticut, Illinois, Louisiana, Missouri, New Jersey, Texas, and Virginia-had more than six types of costs outside the corrections department. At the opposite extreme, nine states had three or fewer types of such costs.
TOTAL TAXPAYER COST OF STATE PRISONS
The total taxpayer cost of prisons in the 40 states that provided data was 13.9 percent higher than the costs represented by their combined corrections budgets. The full price of prisons to taxpayers-including costs that fell outside the corrections budgets-was $39 billion, $5.4 billion more than the states' aggregate corrections department spending, which totaled $33.6 billion.
Of the $5.4 billion in prison costs outside the corrections department, the greatest costs were underfunded contributions to retiree health care ($1.9 billion);
states' contributions to retiree health care on behalf of the corrections department ($837 million); employee benefits and taxes ($613 million); states' contributions to pensions on behalf of the corrections department ($598 million); capital costs ($485 million); health and hospital care for the prison population ($335 million); and underfunded pension contributions ($304 million). Because Vera could not obtain data for some costs outside states' correction budgets, these are conservative estimates that undercount the total amount of prison-related costs outside the corrections budget. 8
Individually, states saw variety in the difference between their corrections budgets and their overall prison spending. Among 40 states surveyed, costs outside the corrections department ranged from less than 1 percent of the total cost of prisons in Arizona to as much as 34 percent in Connecticut. Prison costs outside the corrections budget accounted for as much as 5 percent of total prison costs in 16 states, 5 to 9.9 percent of total prison costs in nine states, and 10 to 19.9 percent of total prison costs in nine states: In six states-Connecticut, Illinois, Missouri, New York, Pennsylvania, and Texas-20 to 34 percent of the total taxpayer cost of prison was outside the corrections department budget (see figures 2 and 3). Among 40 states surveyed, costs outside the corrections department ranged from less than 1 percent of the total cost of prisons in Arizona to as much as 34 percent in Connecticut. 
TOTAL TAXPAYER COST PER INMATE
Among the 40 states surveyed, representing more than 1.2 million inmates (of 1.4 million total people incarcerated in all 50 state prison systems), the total per-inmate cost averaged $31,166 and ranged from $14,603 in Kentucky to $60,076 in New York (see Figure 4 ). 9 The methodology provides an "apples to apples" comparison of state prison costs because it standardizes the measure and counts the comprehensive costs to taxpayers in every state.
The value of such a comparison is clear: corrections officials understand that prison costs are counted differently in every state. In the course of this study, for example, a Florida Department of Corrections official told interviewers that the department is often asked why its costs appear to be higher than those of other
states. The answer is, in part, because Florida measures prison costs more comprehensively than some other states do, because relatively few of its prison costs are outside the corrections budget.
Including prison spending outside the corrections department changes comparisons between states. If, for example, one were to look only at spending within the corrections budget, the per-inmate cost in Florida ($20,263) appears to be higher than that cost in two other Southern states, Georgia ($19,171) and Louisiana ($15,225) . When costs outside the corrections budget are included, however, the per-inmate cost among these three states is greatest in Georgia ($21,039), followed closely by Florida ($20,553 A few of these variables are as follows:
> Overcrowding: The per-inmate cost will likely be lower in states where there is crowding, meaning that the inmate population exceeds the facilities' rated capacity. In contrast, the per-inmate cost will likely be higher in states that have reduced their prison populations but have not reduced operating capacity to generate savings.
> Greater incarceration of low-level offenders. Fewer staff are required in minimum-and medium-security prisons that house low-level offenders. The per-inmate cost for the entire state prison system may therefore be lower in states that incarcerate a larger proportion of these individuals.
> Use of local jails. Many states reimburse local jails to house statesentenced inmates. State reimbursement rates, however, often do not cover the total cost of services because they are sometimes set by statute and are not regularly updated to accommodate rising costs. Jails are also less likely to provide inmate programming. The per-inmate cost may be lower in states that rely heavily on local jails.
Per-inmate costs do not measure how effective spending is. They merely measure spending itself. This has prompted many states to strengthen their efforts to combat recidivism by holding offenders accountable for violations in the community at a fraction of the cost of imprisonment.
In addition, virtually every state has reported taking measures to trim its operating costs and boost efficiency. These changes are important in both lean and fair fiscal times and can sometimes generate meaningful savings. But few if any states will be able to reduce costs enough through these methods to reach their budget goals.
The growth of state corrections budgets has largely been the result of policy choices, rather than broad social or economic trends beyond policy makers' 
Conclusion
In the current fiscal climate, states are increasingly forced to do more with less and make difficult decisions about competing priorities. Policy makers must have complete information to make the best decisions possible. They must understand the full fiscal implications of their policy choices, particularly those related to the criminal justice system, whose costs make up a significant part of every state budget.
As a supplement to this report, fact sheets with detailed summaries about each of the 40 states that completed the survey are available at www.vera.org/ priceofprisons. Interested policy makers and practitioners may also consult the appendix of this report for the methodology and survey if in the future they wish to update the figures presented in this report. This will be most useful for states that have high prison costs outside the corrections department (such as benefits for corrections employees). Notably, a number of these states have some of the country's largest inmate populations-including Illinois, New York, Pennsylvania, and Texas-where more than 20 percent of prison costs fell outside the corrections budget in 2010.
A growing body of research suggests-and government officials acknowledge-that beyond a certain point, further increases in incarceration have significantly diminishing returns as a means of making communities safer. 23
This means that for many systems, putting more lower-risk offenders in prison is yielding increasingly smaller improvements in public safety and may cost more to taxpayers than the value of the crime it prevents. As states look to strike a balance that results in better outcomes, it is essential to assess the benefits and costs of incarceration. This report provides a tool to capture a more accurate picture of these costs to taxpayers. (8), legal costs (7), hospital care (2), education and training (2), unfunded pension contributions (2), and unfunded retiree health care contributions (3). Among the 40 states that participated in the survey, a total of 187 costs were paid outside the corrections department (see Figure 1) . Survey respondents and Vera researchers were able to obtain the amounts for 158 of these costs, but not for 29 others in 18 states. The 18 states for which Vera could not obtain all costs outside the corrections budget are as follows-and the number of costs per state that were not estimated is in parentheses: Arizona (1), California (1), Connecticut (4), Idaho (2), Indiana (1), Iowa (1), Maine (1) Michigan (2), Missouri (1), New Hampshire (4), New Jersey (1), New York (1), North Carolina (2), Pennsylvania (1), Rhode Island (1), Texas (1), Virginia (3), and West Virginia (1). For more details, see the state fact sheets at www.vera.org/priceofprisons. 9 The average per-inmate cost ($31,360) was calculated by dividing the total taxpayer cost of prisons in 40 states ($38,974,503,800) by the total number of inmates in these states (1, 242, 826) . The average per-inmate cost in these 40 states-i.e., the average of the 40 per-inmate costs tabulated in Figure 4- For this report, Vera collected prison costs, in corrections departments and beyond, through a survey of the departments of corrections in all 50 states. 1 Vera then used publicly available data on the costs of underfunded contributions to pensions and retiree health care and on indirect costs to state administrative agencies. Analysts estimated the costs of contributions to pensions and retiree health care for states that could not provide these amounts.
ENDNOTES
The survey first asked respondents to provide the amount the department of corrections spent on state prisons, subtracting any expenditures on services such as probation, parole, and juvenile justice, if applicable. (The survey defined prisons as residential facilities that hold sentenced adult offenders in state custody.) Prison costs include state expenses for the operation of state-run prisons, privately operated prisons, and any payments to local jails or other states for housing state-sentenced inmates.
The survey then asked states to indicate whether portions of the following nine costs were provided outside the corrections department:
> contributions for pension benefits;
> contributions for retiree health care benefits; > other fringe benefits, such as health insurance, and taxes, such as social security; > capital costs for prison construction and renovation;
> legal judgments and claims, as well as contributions to the state tort fund;
> expenses for private prisons;
> hospital care for inmates; > educational and job training programs for inmates; and > any other costs outside the corrections budget, if applicable.
If states funded any of these costs outside their corrections budget, survey respondents were asked to provide the total of each cost. If the respondents did not have this information, they were asked to refer Vera researchers to a contact at the relevant state agency.
In many states, calculating the total cost of prisons also requires estimating the cost of underfunded contributions to pensions and retiree health care as well as indirect prison-related costs to state administrative agencies.
The remainder of this section describes the methods used to estimate the cost of underfunded pension and retiree health care benefits. (One method also provided a means to calculate the actual contribution for these benefits when states were unable to provide this information.) It also describes the methods used to identify indirect costs of prisons to state administrative agencies and the method used to calculate capital costs in some states that could not provide this information.
PENSIONS AND RETIREE HEALTH CARE
Pension benefits are periodic income payments made to employees upon retirement. 2 These benefits are paid by a trust fund that is financed through employers and, in most states, through employee contributions and the investment returns on them. Pensions are pre-funded so that contributions made during employment provide for retirement benefits.
Many states also provide retirees with other post-employment benefits (OPEB) in addition to retirement benefits. Retiree subsidies for health insurance premiums are the largest component of OPEB, although some states provide dental and vision care as well as life, disability, and long-term-care insurance. 3 Like pensions, these benefits are deferred compensation, meaning that they are earned in the present and paid in the future. They are different from pension benefits in that they are not usually pre-funded through a trust fund, but are funded on a payas-you-go basis. This means that current revenues pay for current retirees and no savings or investment income finances future benefits. To calculate the total cost of prisons, two questions regarding pension and retiree health care costs must be answered: first, does the corrections department pay the state's contribution for pension and retiree health care benefits for corrections employees? Second, does the state's annual contribution to these benefits provide the total amount necessary to fully fund these benefits in the long run?
Corrections departments answered the first question in the state survey. The second was answered by reviewing publicly available financial reports for each state's pension and retiree health care plans. 4
The annual government contribution necessary to ensure that total assets can pay for retirement benefits in the long run is called the annual required contribution. So long as the government fully funds the annual required contribution-and future economic conditions meet the assumptions used to calculate this figure-2 The benefit rules are different in every state, but in general, the amount of the benefit is determined by multiplying the employee's final salary by the number of years of service and a benefit multiplier. For example, in a plan with a benefit multiplier of 2 percent, an employee with a final salary of $60,000 and 30 years of service will receive an annual pension benefit of $36,000 ($60,000 multiplied by 30 multiplied by 2 percent).
the state will have sufficient assets to cover future pension or retiree health care benefits. From the taxpayer's perspective, the annual required contribution is the true annual cost of pensions and retiree health care. Although most states do not pre-fund retiree health care benefits through a trust fund, states calculate the annual required contribution for these benefits so they can report their long-term financial obligations. Many states, however, contribute less than the annual required contribution for pension and retiree health care benefits. In fiscal year 2009, states paid, on average, 83 percent of the required contribution for pension benefits and 36 percent of the required contribution for retiree health care benefits. 5 This means that the government's contributions for pensions and retiree health care-that is, the funds actually spent-were lower than the true costs of these benefits in 2009. Thus, in states that did not fully fund the annual required contribution, the employer contribution for all state employees understates the true cost of retirement benefits by shifting it to the future. 6
Every year, administrators of benefit plans calculate the annual required contribution as well as the percentage of this amount that the state actually paid and publish these figures in a Consolidated Annual Financial Report (CAFR) according to a standardized reporting framework issued by the Government Accounting Standards Board (GASB). 7 These reports are available online to the public. 8 GASB is an independent organization that establishes the standards of accounting and financial reporting for state and local governments in the United States, to provide greater transparency to readers of government financial documents.
Plan administrators provide this information for the pension or retiree health care plan, and this data can be used to determine annual required contribution and the underfunding of contributions to pensions and retiree health care for corrections employees. The weakness of this approach is that it assumes that the cost of retirement benefits for prison employees is equivalent to the cost for other plan members.
This may not be the case for two reasons. First, corrections employees may end their careers with a final salary and number of years of service that differ, on average, from other plan members. Second, in some plans, corrections employees have more generous pension benefits than other plan members. Method A is the preferred approach because of these limitations. Method B, however, can provide a reasonable, if less precise, estimate when data on the actual contribution for corrections employees is unavailable.
It is important to note that these two methodologies estimate the underfunding of required pension and retiree health care contributions based on funding estimates that each state's actuaries calculated. There is significant debate, however, about the economic assumptions that states use. Many economists believe that assumptions regarding forecasted investment returns are too optimistic and that greater employer or employee contributions will be necessary in the future to fully fund scheduled benefits. 11 Therefore, the costs of underfunded retiree benefits calculated in this report may be conservative.
Future retiree health care benefits do not have the same protections as future pension benefits. Pension benefits are usually considered a contractual right and are protected by state constitutions, court rulings, and statutes. The legal protections for retiree health care benefits are not as strong in some states. 12 Thus, in some states, it is possible that future retiree health care costs could be reduced by reducing benefits. This does not negate the fact, however, that these costs have been incurred under current law.
STATEWIDE ADMINISTRATIVE COSTS
In addition to the direct costs states pay for prison operations, they also incur indirect costs related to prisons. These costs are for centrally administered services that are necessary for a department to function but benefit more than one department. 13 For example, many states provide certain administrative services-such as legal, group purchasing, and human resources-to agencies on a centralized basis. 14 In some instances, the benefiting agencies are billed for the services provided centrally. Because billed expenses are charged to these agencies, the costs are included in the agencies' annual spending (that is, agencies pay for the centrally administered services from their budgets). However, administrative expenses that are not billed to the benefiting agencies are not captured by each agency's spending figures. These are called "allocated" indirect costs.
Allocated indirect costs for all state agencies, including corrections, are calculated annually and submitted to the federal government in a Statewide Cost Allocation Plan (SWCAP). This document lists the central services billed directly to the agencies and those services that are not billed to them.
Each state's cost allocation plan is available from the U.S. Department of Health and Human Services' Division of Cost Allocation. 15 The accounting of allocated indirect costs, by department, is provided on Schedule A. Indirect costs amount to only a fraction of total statewide spending, but are necessary to calculate the total cost of prison operations. 16
CAPITAL COSTS
The total cost of prisons also includes the cost of purchasing and rehabilitating the capital assets that support the prison system. Capital assets are goods such as buildings, equipment, and land that have a useful life of many years after their initial purchase. 17 States often borrow from the public by issuing bonds to provide the funding necessary for large projects and then pay off this debt over a period of years. This payment is called debt service and consists of regular payments of principal and interest in a manner similar to a home mortgage. The payment period usually coincides with the useful life of the asset.
The costs of debt service are often budgeted outside the corrections department but are nonetheless a part of the total cost of prison. Although many states were able to provide these data, some states-including Illinois and Georgia-were not, because the cost of debt service for prisons is bundled with other debt. For these states, Vera estimated the cost of debt service for prisons by prorating the state's total debt-service costs by calculating the proportion of debt authorized for corrections.
For example, Illinois finances capital costs for prisons by issuing general obligation bonds that also finance other state capital projects. In 2010, the debt service for general obligation bonds was $350 million.
To estimate the prison-related share of that amount, Vera used the proportion of general obligation debt that is authorized for prisons. Of the $8.9 billion in general obligation debt, $1.6 billion, or 18.5 percent, is authorized for corrections. Thus, the cost of corrections debt service was calculated to be $64.8 million, 18.5 percent of the $350 million in total debt service for those bonds in 2010. 18
18 This approach was developed in consultation with James Prichard, manager of capital markets for the State of Illinois, Governor's Office of Management and Budget. Section 3 of the General Obligation Bond Act provides the authorization for debt for correctional facilities. http://www.ilga.gov/ legislation/ilcs/ilcs3.asp?ActID=508&ChapterID=7 (accessed December 1, 2011).
A CLOSER LOOK AT CAPITAL COST CALCULATIONS
Although most states finance capital purchases though debt (which they repay through debt service after a prison is built), some capital costs are paid with current revenues, meaning that the entire cost of the project is paid up front (the "pay-as-you-go" approach). In states that finance capital assets with current revenues-whether these costs are inside or outside the corrections department-the total cost of prisons in 2010 is understated in this report because prior capital investment appears to be "free" in the current period even though the assets remain in use. Similarly, capital costs will be overstated in years when states make new investments, because the cost of an asset, which will have a useful life of many years, will be erroneously attributed to only one year of use. Thus capital costs cannot be compared between states that finance capital costs through debt and current revenues.
Vera found that capital costs were not typically funded through current revenues when these costs are funded outside the corrections budget. Only four states (Arizona, New Jersey, Nebraska, and North Dakota) reported that a portion of their prison-related capital costs outside the corrections budget were funded with current revenues. The survey for this study did not ask whether capital costs within the corrections budget are funded through current revenues or debt service. This issue merits consideration and further analysis in states that have made substantial capital investments through current revenues.
